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KEY ECONOMIC INDICATORS: HONG KONG 


Values in US$ millions Exchange Rate: 

unless otherwise stated 1979 Jan. - June = HK$4.977 

Percentage change calculated 1978 Jan. - June = HK$4.6357 

from HK$ figures in parenthesis 1978 Jan. - Dec. = HKS$4.692 
1977 Jan. - June = HK$4.6618 


1978 Jan- ZChange 
June Jan.-June 1979 over 
1978 Jan.-June 1978 
INCOME, PRODUCTION, EMPLOYMENT 

GDP @ Current Prices ($Bil) 44. 135 

GDP @ Constant Prices ($Bil) 5. oe 

GDP per capita, Current 

Prices ($) 2594. 2947. 


PRODUCTION (EXPORTS) 
Garments 2983. 3347. 1458. 
Textiles Fabrics 414. 467. 196. 
Toys & Dolls 597. 656. 221. 
Transistor Radio 459. 324. 148. 
Watches & clocks 363. 582. 222. 
Metal Manufactures ies 239). 109. 
Registered Industrial Employment 
('000) 755 791 803 
Registered Industrial Vacancies 35 56 47 
Real Average Daily Wage Index 113-116 121-125 123 
Tourist Arrival ('000) 1757 2050 976 


MONEY & PRICES 

Money Supply (Mj, $ Bil) 12.53 15.64 14.30 

External Public Debt 785.2 739.30 

Prime Lending Rate 4.75-5.5 4.75-8.75 4.75 - 

Hang Seng Consumer Price 3.3 
Index 435.3 125.4 119.1 


FOREIGN TRADE 

Domestic Exports 7508. 8675. 3767. 
To U.S. 2906. 3223. 1457. 

Re-exports 2108. 2811. i279). 
To U.S. 189. 262. 1a8 

Imports 10446.4 13432. 6094. 
From U.S. 1306. 1602. 783. 


TRADE WITH US JAN-JUNE 1979 
Exports: Garments 617.55 Imports: Gems 
Plas. Toys & Dolls 135.07 Textiles fib & waste 
Electrical machin- Office Machines 
ery 123.02 Elect. machinery, 
Office Machines 84.81 apparatus 
Watches & Clocks 81.21 Veg. & Fruit 
Radio Receivers 48.25 General ind. machinery 





HONG KONG 


Summary and Outlook 


The Hong Kong economy continued its strong growth trend and was expected 
to register a real growth rate of between 11-13% in 1979. There are 
indications that the economy is moving back to its traditional export-led 
pattern as the rate of domestic demand has slowed down while 
exports have accelerated. The strong export performance was largely 
the result of buoyant demand in Hong Kong's major European markecs and 
a sharp increase in its re-export trade. However, although imports 
grew at a slower rate than exports, the absolute size of the visible 
trade deficit widened. The trade deficit and the high level of domestic 
demand have continued to exert inflationary pressures, which despite the 
Slower growth rate of public expenditures and record nigh interest rates, 
are likely to persist. 


The United States will continue to be a major supplier of electronics, 
machinery, consumer foodstuffs and semi-manufactured goods as well as 
cotton for Hong Kong's textile industry. Opportunities are growing 
for US, exports of fabrics as well. Finally, normalization with China 
should open new opportunities for US, exports via the Hong Kong entrepot. 





Exports Lead In Growth 


The external sector was active during the first half of 1979. 
Exports and re-exports were up dramatically, reflecting strong demand 
in the European markets and the depreciation of the Hong Kong dollar 
against Sterling and the Deutschmark. Despite the strong export 
performance the trade deficit increased, although at a slower rate. 
Although there were substantial increases in both import and export 
prices, the rate of increase was about the same and the terms of trade 
remained stable. 


FOREIGN TRADE 


Exports: Domestic exports showed a remarkable 34% increase over 
the first six months of 1978. The strong growth was attributable to 
particularly buoyant demand in Hong Kong's European markets. Exports 
to the U.K. increased 68% and to West Germany by 48%. Exports to 
Japan, a market of growing importance, increased by 75%. Although 
the US continued as Hong Kong's major market its relative importance 
declined as exports grew by only 16%. However, there are signs that 
the soft market for garments in the US has reversed and that exports 
will increase at a faster rate during the latter half of the year. 
Exports to Hong Kong's smaller markets have shown substantial 
increases, indicating that its market diversification efforts are 
making headway. 


All major commodities exported recorded healthy growth rates. 
The rapid growth of textile exports (44%) reversed the declining 
trend in the local industry over the past two years. Exports of 
watches and clocks recorded the highest growth (64%) followed by 
toys and dolls (51%), metal manufactures (32%), clothing (27%) and 


electronic components (19%). 


The increase in exports has been accompanied by an accelerating 
increase in export prices, largely due to rapid increases in both 
imported raw material and fuel prices and domestic wage rates. The 
increased export prices combined with high utilization rates of export 
quotas for textiles and clothing in the EEC make it unlikely that 
exports will continue to grow at the present rate. 


Re-Exports: Re-exports were a leading contributor to Hong Kong's 
positive export performance, increasing by 55% over the first half 
of 1978. They now account for 28% of Hong Kong's total exports 
compared with 25% in the first half of 1978. Re-exports of textiles 
and garments, watches and clocks, electrical machinery and precious 
stones all rose significantly. Japan, the US and Taiwan remained 
the most important markets for re-exports, accounting for 34%. 


China is a key contributor to the increased importance of 
re-exports. Hong Kong's re-exports from China increased 75% while 
its re-exports to China tripled (from a very low base level). 

Hong Kong's transportation, banking and telecommunications facilities 





ensure that its role as an entrepot will increase as China pursues its 
modernization program. 


Imports: The growth rate of imports decelerated in the first half 
of 1979 although, at $7.7 billion, the value of imports in the first 
half of 1979 was 36% higher than in the corresponding period last 
year. The largest increases were registered in imports from the UK 
(50%), Taiwan (49%), China (39%), Japan (39%) and the US (27%). 
Import values for man-made fiber textiles grew by 58%, watches and 
clocks 68%, electrical machinery (65%), petroleum products (762), 
cotton fabrics (73%). The growth rate of imports of consumer goods 
slowed down substantially in the first half of 1979. With increasing 
interest rates and more stringent official control over the money 
supply and credit expansion, it is unlikely that there will be a 
reverse in this trend. 


Imports from the U.S.: 


The United States, ranking as Hong Kong's third most important 
source of imports behind Japan and China, held 12% of the import market 
for the first half of 1979. Imports from the United States increased 
by 27% to $924 million. Commodities showing significant growth were 
office machines (38%), electrical machinery (35%), vegetables and 
fruits (21%), artificial resins and plastics (170%) and textiles (79%). 


Balance of Trade 


During the first half of the year, the growth rate of total exports 
was consistently higher than the growth rate of imports, a reverse of 
the situation in 1978. Despite this development, however, the absolute 
size of the trade deficit continued to climb. It reached a level of 
$1.2 billion, or 22% higher than that of the first six months of 1978. 
The continuing shift of imports toward raw materials and semi-manufactured 
products and away from consumer items indicates a shifting of resources 
toward the export sector. Thus, although the trade deficit will be 
higher than last year, the rate at which it is growing will decline 
ig 3979. 


Labor 


The labor force continued to be fully employed. The overall 
unemployment rate fell slightly to 2.3% (2.7% in 1978). Wages have 
increased and the real daily wage rate grew by 11% (March 1979 over 
March 1978). The increased demand for domestic exports has resulted 
in a shift of labor into the manufacturing sector and away from the 
construction and tertiary sectors. Wage rates in the manufacturing 
sector increased at a faster rate than in the construction sector, 
reversing the trend of the past two years. This shift in the employment 
and wage structure is another indication that the economy is moving 
into exporteled growth. 





Consumer Prices 


Consumer prices continued to accelerate this year. The Hang Seng 
index for higher income families rose by 14% over the first half of 
1978 while the indexes for lower and middle income families increased 
by about 10%. 


Prices are expected to continue to increase. The government 
estimates an inflation level of 11% for the year while some banks 
are forecasting a rate in the range of 15-20%. The rapid inflation 
reflects increasing import and export prices as well as continued 
excess domestic demand. In an attempt to contain inflation, the 
government has cut its spending especially in selected tarea 
of the construction and building sector, and is monitoring tne money 
supply so as to reduce bank lending and effective consumer demand. 


Money and Banking 


Hong Kong's money supply (currency, demand and time deposits) 
was $16.3 billion at the end of June 1979, up about 22% from a year 
ago. In spite of the growth in domestic bank loans by 46%, the banking 
system remained highly liquid, with an average liquidity ratio of 
48.8%. However, the rate of growth of domestic loans has recently 
decreased»falling from 14% during the fourth quarter of 1978 to 8% 
in the second quarter of 1979. It thus appears that the higher 
interest rates have helped constrain the growth of the bank loans. 


The government has suspended issuance of new banking licenses 
for a minimum period of six months. The Exchange Fund Ordinance 
was amended so that short term HK dollar deposits with banks are 
subject to a 100% liquidity requirement. This action in effect 
gives the government a new instrument of monetary policy. The 
Financial Secretary has also been empowered to alter the liquidity 
requirements of the banks. 


There are 115 fully licensed banks, 111 bank representative 
offices and 264 registered deposit-taking companies. 


Interest Rates 


Interest rates continued to increase in the first half of 
1979. In mid-August, the prime lending rate was increased for 
the sixth time this year to 14.5%. The rate on savings deposits, 
seven-day call, three-month and six-month deposits is 9.25%. The 
12-month deposit rate is 11.5%. 


The recent increases in the interest rate have made the real 
cost of money low but positive while last year it was negative. 
However, on deposits, the real rate of interest is probably 
negative and thus is not providing an incentive to save and reduce 
consumption. 





Exchange Rates 


The Hong Kong dollar depreciated against the US dollar by 6.6% 
during the first six months of 1979 opening at US$1 = HK$4.769 and 
closing at US$1 = HK$5.104. On a trade weighted basis the Hong 
Kong dollar declined about 3% from the first of the year. The 
decreasing trade deficit combined with increased capital flows 
resulting from higher interest rates make it likely that the 
exchange rate of the Hong Kong dollar will remain stable. 


Government Budget 


The Hong Kong Government pursues a policy of "positive non- 
interventionism", That is, government expenditures should, on the 
aggregate, have a neutral effect on the economy. Last year, however, 
the growth rate of demand by the public sector exceeded that of the 
private sector; and in the building and construction sector the growth 
rate of the public sector was 34 times that of the private sector. 

The Hong Kong government recognized that growth in public demand was 
contributing to the overheating of the economy. In the financial year 
beginning April 1979, the government reduced the growth rate of its 
expenditure from. 37% to 12%, particularly in the construction sector 
where the growth of expenditures declined from 25% to 7%. The government 
chose to dampen consumer demand by decreasing the growth of the money 
supply through higher interest rates rather than an increase in taxes. 


Foreign Investment 


Direct foreign equity participation in Hong Kong's manufacturing 
industries increased by 7% to reach $452 million at the end of August 
1979. With a total of some $206 million spread among 132 manufacturing 
companies, the US is currently the leading investor in Hong Kong, 
accounting for about 45% of the foreign investment, followed by 
Japan (20%) and the U.K. (7%). Roughly 50% of the US, involvement 
is with the electronic industry, with another 20% in the chemical 
industry and the rest in other areas, mainly the textile and toy 
industries. 


Implications for US Business 


Hong Kong continues to prosper and American products should 
continue to sell well here. Additionally, the softening trend of 
the U.S. dollar means that US, products are competitive with 
comparable Japanese and German products. Within the consumer product 
range, home furnishings including furniture and home appliances, 
processed and frozen foods and fruits and vegetables should continue 
to sell well. Manufactured and capital goods offering good market 
prospects include items such as machinery and parts, data processing 
equipment and office machines, general industrial machinery (air 
conditioning equipment) photographic equipment and apparatus, 
scientific and engineering instruments, health care equipment and 
housing supplies. The market for cotton fiber continues to expand. 
In addition there is a large untapped market for quality US, textiles 
in cotton or synthetic blends. 





Hong Kong and China 


With the normalization of relations between the U.S. and China, Hong 
Kong is well positioned with her market connections, entrepreneurial 
skills, banking, financial and port facilities to be directly involved 
in activities such as hotel and other infastructure development and 
joint-venture industrial projects in China. Overall trade with China 
has expanded dramatically registering a 50% increase over the first 
six months in 1978. In particular, Hong Kong's role as an entrepot 


for China is increasing with re-exports to China up 400% over the first 
6 months in 1978. 
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